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and capabilities; currency rates; loss
rates; other services provided to small
businesses (technical and financial as-
sistance); relationship with the local
SBA office; and ties to and knowledge
of the local community and its re-
sources.

(b) The SBA District Office will sub-
mit a recommendation, with any sup-
porting materials, within 30 days of the
end of the comment period to the AA/
FA, who will make the final decision
within 30 days of his or her receipt of
the District Office’s recommendation.
In making its decision, SBA will con-
sider all information submitted to it,
as well as the currency of the expand-
ing CDC’s portfolio, including the de-
fault rate.

§120.838 Expiration of existing, tem-
porary expansions.

All existing, temporary expansions of
Areas of Operation shall expire 6
months after March 1, 1996, unless a
CDC applies for permanent expansion
before the expiration date.

§120.839 Case-by-case extensions.

(a) A CDC may apply to make an in-
dividual loan for a Project outside its
Area of Operations to the District Of-
fice serving the area in which the
Project will be located if:

(1) The applicant CDC has previously
assisted the business to obtain a 504
loan;

(2) The applicant small business or
CDC can document in writing to the
AA/FA specific circumstances that
would prevent the existing CDC or
CDCs serving the area from assisting
the business adequately; or

(3) The existing CDC or CDCs serving
the area agree to permit the applicant
CDC to make the loan.

(b) The applicant CDC must dem-
onstrate that it adequately can service
the loan.

(c) The AA/IFA may approve the re-
quest for good cause shown.

[61 FR 3235, Jan. 31, 1996; 61 FR 7986, Mar. 1,
1996]

ACCREDITED LENDERS PROGRAM (ALP)

§120.840 Accredited Lenders Program.

The SBA may designate a CDC as an
Accredited Lender. SBA will provide an
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Accredited Lender with expedited loan
processing or servicing action.

(a) Applications. CDCs may apply to
the SBA field office with which it is
most active. The SBA office will send
its recommendation and the applica-
tion to the AA/FA for final decision.

(b) Eligibility. In order to be eligible
to receive Accredited Lender status, a
CDC must have been an active partici-
pant in the 504 loan program for not
less than the preceding 12 months. In
evaluating an application to be an Ac-
credited Lender, SBA will consider all
relevant factors, including:

(1) The CDC’s ability to work with
the local SBA office;

(2) The gquality of past performance;
and

(3) The quality of the loan portfolio,
including the default rate.

(c) Term of designation. CDCs will be
designated as ALPs for a two year pe-
riod, and are eligible to renew the des-
ignation for additional two year peri-
ods.

(d) Suspension and revocation. The AA/
FA may suspend or revoke ALP des-
ignation upon written notice stating
the reasons therefore at least 10 busi-
ness days prior to the effective date of
the suspension or revocation. Reasons
for suspension or revocation may in-
clude loan performance unacceptable
to SBA or violations of applicable stat-
utes, regulations or published SBA
policies and procedures. An ALP may
appeal the suspension or revocation
made under this section pursuant to
the procedures set forth in part 134 of
this chapter. The action of the AA/FA
shall remain in effect pending resolu-
tion of the appeal.

PREMIER CERTIFIED LENDERS PROGRAM

§120.845 Premier Certified Lenders
Program (PCLP).

The SBA has established a pilot pro-
gram to designate a number of CDCs as
Premier Certified Lenders (‘““Premier
CDCs’"), and to authorize them to ap-
prove, close, service, foreclose, litigate,
and liquidate 504 loans subject to SBA
regulations, procedures, and policies. A
Premier CDC’s authority to approve
loans under the Program is subject to
SBA'’s determination that the loan and
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Borrower meet SBA’s eligibility re-
quirements.

(a) PCLP loan approvals. A Premier
CDC notifies SBA of its approval of a
PCLP loan by submitting appropriate
documentation to SBA’s loan process-
ing center. SBA will notify the Premier
CDC of the SBA loan number (if it does
not identify a problem with eligibility,
and funds are available).

(b) Premier CDC Exposure. A Premier
CDC must reimburse SBA for 10 per-
cent of any loss incurred by SBA as a
result of a default by the Premier CDC
on a Debenture issued under the PCLP
(““Exposure’’).

(c) Loss reserve. A Premier CDC must
establish a loss reserve to pay its Expo-
sure to SBA.

(1) Assets. A Premier CDC’s loss re-
serve must be composed of any com-
bination of: segregated funds on de-
posit in one or more federally insured
depository institutions; or irrevocable
letters of credit. All loss reserve depos-
its and letters of credit must be as-
signed by the Premier CDC to SBA in a
manner acceptable to SBA. A Premier
CDC'’s loss reserve deposits in an insti-
tution may exceed the institution’s in-
sured amount, but only if the institu-
tion is “‘well capitalized” as defined in
regulations of the Federal Deposit In-
surance Corporation, as amended (12
CFR 325.103) (“‘well capitalized bank’).
A loss reserve irrevocable letter of
credit must (i) be issued by a well cap-
italized bank, (ii) have a term equal to
or longer than the term of the
financings it secures, and (iii) be other-
wise acceptable to the SBA.

(2) Contributions. A Premier CDC’s
loss reserve must total 1 percent of the
Debentures it issues under the PCLP
Program. A Premier CDC must contrib-
ute 50 percent of the required loss re-
serve attributable to each financing
when the Debenture it issues to fund
the financing is closed, 25 percent with-
in 1 year after the Debenture is closed,
and 25 percent within 2 years after the
Debenture is closed.

(3) Reimbursement. SBA determines a
Premier CDC’s Exposure on a loan and
withdraws the amount necessary to
cover the Exposure. If, after full use of
any assets in the loss reserve, there are
not enough loss reserve assets to cover
a Premier CDC’s Exposure, the Premier

§120.845

CDC must pay SBA any difference be-
tween the Exposure and the loss re-
serve assets withdrawn by SBA to
cover the Exposure within 45 days of a
demand for payment by SBA.

(4) Replenishment. If SBA withdraws
assets from the loss reserve to cover a
Premier CDC’s Exposure, the CDC must
replace the withdrawn loss reserve as-
sets within 30 days of the withdrawal
with contributions equal to or greater
than the amount of the assets with-
drawn.

(5) Withdrawal. A Premier CDC may
withdraw loss reserve assets attrib-
utable to any repaid Debenture upon
written approval by SBA.

(d) Review. SBA will review a Premier
CDC'’s financings annually.

(e) Suspension and revocation. The AA/
FA may suspend or revoke a CDC’s
Premier designation upon written no-
tice stating the reasons for the suspen-
sion or revocation at least 10 business
days prior to the effective date of the
suspension or revocation. Reasons for
suspension or revocation may include
loan performance unacceptable to SBA,
failure to meet loss reserve or eligi-
bility criteria, or violations of applica-
ble statutes, regulations, or published
SBA policies and procedures. A Pre-
mier CDC may appeal the suspension or
revocation made under this section
pursuant to the procedures set forth in
part 134 of this chapter. The action of
the AA/FA shall remain in effect pend-
ing resolution of the appeal.

(f) Applications. A CDC may obtain in-
formation concerning this pilot pro-
gram from the Office of Program De-
velopment in the Office of Financial
Assistance at SBA’s Headquarters. A
CDC may submit its application to the
SBA field office in which it is most ac-
tive. The SBA field office will send the
application with its recommendation
to the AA/FA for a final decision.

(g) Acceptance into program. When de-
termining a CDC’s application, SBA
will consider the CDC'’s ability to work
with the local SBA office and the qual-
ity of past performance.

(h) Program period. The PCLP pilot
program ends on October 1, 2000.

[63 FR 24740, May 5, 1998]
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§120.850

ASSOCIATE DEVELOPMENT COMPANIES
(ADCs)

§120.850 ADC functions.

(@) An ADC must support local eco-
nomic development efforts. An ADC
may package, close, and service loans
for a CDC under a written contract ap-
proved by SBA. Such contracts must
meet Service Provider criteria, and
specify the rights and responsibilities
of the parties (including payment
terms). The CDC remains solely respon-
sible to SBA for the processing, clos-
ing, and servicing of the loan. It may
not charge the Borrower a higher fee
because it is using the ADC'’s services.

(b) An ADC must operate in accord-
ance with statutes, regulations, policy
notices, SBA’s Standard Operating
Procedures (SOPs), and the informa-
tion in its application. It must supply
to SBA current and accurate informa-
tion about all certification and oper-
ational requirements, and maintain the
records required by SBA.

§120.851 ADC eligibility and operating
requirements.

(@) An ADC must demonstrate to
SBA and maintain the following:

(1) Adequate management ability;

(2) A Board of Directors meeting at
least quarterly and chosen from the
membership by the members;

(3) A professional staff, including at
least one qualified full-time profes-
sional with small business lending ex-
perience available during regular busi-
ness hours; and

(4) A budget or financial statements
showing the financial capability and
funding to sustain continuing oper-
ations.

(b) An ADC may contract out for
staff services only if SBA gives prior
approval. The contract, subject to SBA
audit, may not be self-serving, and
compensation must be reasonable and
customary.

§120.852 Suspension and revocation of
ADCs.

SBA may require corrective action,
or the AA/FA may suspend or revoke
ADC status upon written notice stating
the reasons therefore at least 10 busi-
ness days prior to the effective date of
the suspension or revocation. Reasons
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for suspension or revocation may in-
clude violations of applicable statutes,
regulations or published SBA policies
and procedures. An ADC may appeal
the suspension or revocation made
under this section pursuant to the pro-
cedures set forth in part 134 of this
chapter. The action of the AA/FA shall
remain in effect pending resolution of
the appeal.

ETHICAL REQUIREMENTS

§120.855 CDC and ADC ethical re-
quirements.

CDCs, ADCs and their Associates
must act ethically and exhibit good
character. They must meet all of the
ethical requirements of §120.140. In ad-
dition, they are subject to the follow-
ing:

(a) Any benefit flowing to an Associ-
ate or his or her employer from activi-
ties as an Associate must be merely in-
cidental (this requirement does not
prevent an Associate or an Associate’s
employer from engaging in a business
relationship with the CDC and/or the
Borrower in the regular course of busi-
ness, including providing interim fi-
nancing or Third-Party loans); and

(b) Unless waived by SBA for good
cause, an Associate may not be an offi-
cer, director, or manager of more than
one CDC or ADC (except that the mem-
bership or Board of Directors of a
broader-based CDC may include a
member or director of a local CDC
within its Area of Operations).

PROJECT ECONOMIC DEVELOPMENT
GOALS

§120.860 Required objectives.

A Project must achieve at least one
of the economic development objec-
tives set forth in §120.861 or §120.862.

§120.861 Job creation or retention.

A Project must create or retain one
Job Opportunity for every $35,000 guar-
anteed by SBA.

§120.862 Other economic development
objectives.

A Project that achieves any of the
following community development or
public policy goals is eligible if the
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